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Dear Applicant:

¥e have ronuidered your application for recognition of exemption from faderal
incoms tax under section 501{c) (3} of the Internal Revenue Code and haves
determined that vou do not gualify for tax axemption under that section. Our
ressons fov this conclusior and the facts op which it is based are axplained
below.

The inforsation submittsd indicates that ycu were incorporated on I
. uvndsr the non-profit lavs of the State of . T™s purposes tor
wvhich you wers formed are "... t2> further and promote community welfare of the
property owners in the subdivision and to provide for tha improvement,
muintenance, preservation and control of all common agreas, as may be permitted
or authorized dy law, within

B . :rd o promote the hsalth, satety and wslfare of the owhers of the
real sstate within the subdivision...”

The comman area consists of “... an open grass area vith some trees, It j«
approxinately ll acres in gize.” “The deed to the common area is contingent .a
on satilement of an estate. The association is fultilling the stipulations ol
the e¢state vhich muat be met to receive clear titie to the coamon arza
property.” "The area controlled by I is 2 zormmcn area within the .
I :vh-division.®

Your Articles of Incorporation provide that "Every person or entity who entexs
jnto ar agreemsnt to purchase or vho is a record owner nf a fae, or undivided
fee, interest in any Lot which is subjsct by covenants of rxecord to assessment
by the Association shall be entitled to membership in the Resoeiation.®™ The
assnciation’s meobership is limited to property owners within fully devaloped
r. ‘dentia) plot, and it does not seck additional members.

Your income is darived from membership dues and gress investment incoeme. Each
mcwber 18 obligated to pay teo the Rssorciation anhval and special assesumente
which are servred by a continning lien upon the property against which the
agacaskont g made,
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Your expenses include mowing of the grass, payments of electric for common
area strestlights, gaymants of premium liability insurance, pavwents of '
property taxes, and maintenance of I »nd volley ball cour:.

The activities conducted by the organization ccnsist of anrual neighborhood
clean aps, holiday light displays, wmaintenance and improvement of pathways,
picnic tables, volley dall court, area storage shed, and commopn area.

Saction 501icy{3) of the Code provides for the exemption from federal income
tax of organizations organized and operated exclusivaly for charitable,
religious, scientific, literary or educational purposes, or to foster national
or international amxcuer competition, or for the prevention of cruelty to
children or anima®s, n» part of the net earnings of which inures to the
banefit of any privats sharsholder or fmdividusl. 3 shareholder refers to
anyone baving a parscnal and private interest in the activitiss of tha
organization.

Saction 1.501{c){3}1-1(a} {1} of the Income Tax Regqulations providaes that to be
exempt, an organization must bs both organired and operated exclusively for
one or more exempt purposes. If an organization faile %o meet either tha
organizational cr operational test, it is not exempt.

The organization does not meect the organizational test of soction 3501(e)(3)
Lecauss its purposes are not exclusively within the intendment of section
SO1(c) {3) and ift's nesete ar2 not dedicated to section 5017c) (3) purposes.

Ssction 1.501{c)(3)-1(c) (2} of the Regulaticons provides, in part, that an
organization is not operatad exclusivaly for one or more exempt purposes if
its net carnings inyre in whole or in part to the benefit of private
shareholders or individuals.

Sectinn 1.501(c){3)~-1{(d)}(ii) of the Regunlaticns provides that an organization
is pot organized und operated exclusively for ane or more porpcses specified -
in section S01{(c){3) uniess it serves a publiz rather than private interest.
Thus, to meat the reguiremsnts of section 501(c) (3}, it is necessary for an
organization to establish that it is not organized or operated for the benefit
to private interests such an designated irdividuals.

Thus to meat the requirement of this subparagraph. it is necessary for an
organization to astyblish that it is not organized or operated for the kenefit
of privats interests such as designated individuvals., the creatar or his
family, shareholders of tha orgamnization, or persong controlled, directly or
{ndirectly,. by zuch private interests. Horeower, even though an corganization
may have sxempt purpoess, it will not bs considered ar opersting erclusively
for such purpesas If more than an insnpbatantial part of Lte activities gerve a
private Interesat.
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In Better Business Buresu v. U.S, 326 U.S. 279 {1945}, C.T.D. 1950, 1945 C.B. .
375, the Supreme Court stated that the presence of even a single, non-exempt h
purpose, If more than insubstantial in nature, will dafest axemption, under
Code scetion 501(e) (3}, regardliss of the number or importance of truly exempt
purposes,

It is therefore conrluded that the primary purpose of vour organization is to
serve the intetasts of your members. Since you are serving the private
intarasts of vour members vou do not weet the reguirements of baing organized
and opsrated exclusively for the purposes as listed in section 501{c) {3} of
the Code.

Until you have established exempt status. you are not relieved of the
requirement for filing federal income tax rsturns.

Jection 528 of the Internal Revenve Cede which was added by the Taxz Reform Act
-of 1976, provides that, in certain circumstances, a non~exeapt homeowners ’
~ gssociation may elact pot to bie taxed on its "exempt function income which
" includes membership dues, fees or assessments from owners of rsal property.
‘the election 1s made by filing Form 1120H.

If you do not agres with our determination. yom may redquest consideration of -
thi; patter by the Office of Regional Director of Appeals. To do this, you
should file¢ & written appeal az axplained in the amslosed Publication 8832,

Your appsal should give the facts, law and any other information fo support
your positiocn. If yeu vant a hearing, pleas: request it when you file your
appeal and you will be contacted to arrangs a data. The hearing may be held
at the regional office, or if you rrquest, at any wutually convepiant district
office, If you will be reprezented by somecne who 1s not one of your -
‘principal officers, that person will need to file a pover of atterney or tax -
information authorization with us.

If vou do not 2ppeal this determination within 30 days from the date of this
letter, as axplained im Publication &9%2, thie letter will become our final
“detarmination on this matter. Further, if you do not appeal thiv
determination in a timely marnsr, it will be congidered by the Internal
Revenue Service ms a failuce t6 exhaust available administrative remcdies.
Section 7428(b) (2) of the Cnde provider, inm part, that "2 declaratory judgwent
‘or decree under this sectien shall be vssuved in any procesding unless the Tayw
court, the Claims coart. or the distric! court or the United States for ths
District of Coluwbix determines that tha organication invelved has exhausted
administretive remodies available ko 3t vithin the Intirnal Revenve Scre<es,”

S{nrnerely voure,

Diactyy ¥ Nipector

faclngorer 992
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